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Mission of the Service

The purpose of the Internal Revenue Service is to
collect the proper amount of tax revenue at the least
cost; serve the public by continually improving the

Statement of Principles
of Internal Revenue
Tax Administration

The function of the Internal Revenue Service is to
administer the Internal Revenue Code. Tax policy
for raising revenue is determined by Congress.

With this in mind, it is the duty of the Service to
carry out that policy by correctly applying the laws
enacted by Congress; to determine the reasonable
meaning of various Code provisions in light of the
Congressional purpose in enacting them; and to
perform this work in a fair and impartial manner,
with neither a government nor a taxpayer point of view.

At the heart of administration is interpretation of the
Code. It is the responsibility of each person in the
Service, charged with the duty of interpreting the
law, to try to find the true meaning of the statutory
provision and not to adopt a strained construction in
the belief that he or she is “protecting the revenue.”
The revenue is properly protected only when we as-
certain and apply the true meaning of the statute.

quality of our products and services; and perform in a
manner warranting the highest degree of public
confidence in our integrity, efficiency and fairness.

The Service also has the responsibility of applying
and administering the law in a reasonable,
practical manner. Issues should only be raised by
examining officers when they have merit, never
arbitrarily or for trading purposes. At the same
time, the examining officer should never hesitate
to raise a meritorious issue. It is also important
that care be exercised not to raise an issue or to
ask a court to adopt a position inconsistent with
an established Service position.

Administration should be both reasonable and
vigorous. It should be conducted with as little
delay as possible and with great courtesy and
considerateness. It should never try to overreach,
and should be reasonable within the bounds of law
and sound administration. It should, however, be
vigorous in requiring compliance with law and it
should be relentless in its attack on unreal tax
devices and fraud.



Introduction

The Internal Revenue Bulletin is the authoritative instru-
ment of the Commissioner of Internal Revenue for
announcing official rulings and procedures of the Inter-
nal Revenue Service and for publishing Treasury Deci-
sions, Executive Orders, Tax Conventions, legislation,
court decisions, and other items of general interest. It is
published weekly and may be obtained from the Superin-
tendent of Documents on a subscription basis. Bulletin
contents of a permanent nature are consolidated semi-
annually into Cumulative Bulletins, which are sold on a
single-copy basis.

It is the policy of the Service to publish in the Bulletin all
substantive rulings necessary to promote a uniform
application of the tax laws, including all rulings that
supersede, revoke, modify, or amend any of those
previously published in the Bulletin. All published rulings
apply retroactively unless otherwise indicated. Proce-
dures relating solely to matters of internal management
are not published; however, statements of internal
practices and procedures that affect the rights and
duties of taxpayers are published.

Revenue rulings represent the conclusions of the Ser-
vice on the application of the law to the pivotal facts
stated in the revenue ruling. In those based on positions
taken in rulings to taxpayers or technical advice to
Service field offices, identifying details and information
of a confidential nature are deleted to prevent unwar-
ranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not
have the force and effect of Treasury Department
Regulations, but they may be used as precedents.
Unpublished rulings will not be relied on, used, or cited
as precedents by Service personnel in the disposition of
other cases. In applying published rulings and proce-
dures, the effect of subsequent legislation, regulations,

court decisions, rulings, and procedures must be consid-
ered, and Service personnel and others concerned are
cautioned against reaching the same conclusions in
other cases unless the facts and circumstances are
substantially the same.

The Bulletin is divided into four parts as follows:

Part 1.—1986 Code.
This part includes rulings and decisions based on
provisions of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows:
Subpart A, Tax Conventions, and Subpart B, Legislation
and Related Committee Reports.

Part Ill.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and
Subparts. Also included in this part are Bank Secrecy
Act Administrative Rulings. Bank Secrecy Act Administra-
tive Rulings are issued by the Department of the
Treasury’s Office of the Assistant Secretary (Enforce-
ment).

Part IV.—Items of General Interest.

With the exception of the Notice of Proposed Rulemak-
ing and the disbarment and suspension list included in
this part, none of these announcements are consoli-
dated in the Cumulative Bulletins.

The first Bulletin for each month includes an index for
the matters published during the preceding month.
These monthly indexes are cumulated on a quarterly and
semiannual basis, and are published in the first Bulletin
of the succeeding quarterly and semi-annual period,
respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents U.S. Government Printing Office, Washington, D.C. 20402.



Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 25.—Interest on Certain proposed regulations under sectiomn amortization schedule that projects
Home Mortgages 25(e)(4) are adopted as revised by thimterest and principal payments over the
26 CFR 1.25-3: Qualified mortgage credit certifi- .Treasury decision, an.d the correspondife of the_loan' By applying the m_ort'
cate. ing temporary regulations are removedgage credit rate to the amount of inter-
The comments and revisions are disest, the holder can calculate the amount
T.D. 8692 cussed below. of tax credit that would have been
DEPARTMENT OF THE TREASURY Explanation of pl’OViSiOI’]S and summarya||0Wab|e for the taxable year.
Internal Revenue Service of comments The amount of tax credit that would
26 CFR Part 1 The temporary regulations permit thehavet been a_lllowalblel ftordab taxa;]blle(:j yeafr
reissuance of a mortgage credit certifi!S MOt @S €aslly calculated by a holder o

Reissuance of Mortgage Credit cate on or after December 22. 1992. bu@ Mortgage credit certificate who refi-
Certificates no later than 1 year after the aate 012 th&ances a variable rate loan because the

AGENCY: Internal Revenue Servicerefinancing. Commentators thought thid!0lder cannot project an amortization

N limi PR schedule for the refinanced loan. In-
(IRS), Treasury. unnecessarily limited eligibility for the
reissuance of a certificate and limitecSt€@d, each year the holder must calcu-

ACTION: Final and temporary regula- the flexibility of State and local govern- |&1€ the amount of interest that would
tions. ments. The final regulations, reﬂectingha"e been paid on the refinanced loan

SUMMARY: This document contains fi- the goal of giving State and local QPV'ugg?ratr?de méenreiglz:atgtz ﬁ]f;ei;forc:gg-tt

nal regulations relating to the reissuancgmments maximum flexibility to admin- ¥ y X credi
9 ating Ic ; : e that would have been allowable. This

of mortgage credit certificates. ChangeéSter mortgage credit certificate pro- rocedure was described as burdensome

to the applicable law were made by thedrams, remove these limits. A State og .

Tax Reform Act of 1984. The regula-l0cal government may reissue a certifi>y Yarous commentators.

tions provide guidance to issuers ang@te to any person who refinanced a The final regulations continue to re-

holders of mortgage credit certificatesmortgage for which a mortgage credifflect the statutory requirement that the

~certificate was issued and who meets theeissued certificate not result in an in-
EFFECTIVE DATE: These regulationsother requirements for a reissued certificrease in the credit that would otherwise

are effective December 17, 1996. cate. The credit for prior years is avail-have been allowable to the certificate

ifi Ider under the existing certificate for

FOR FURTHER INFORMATION CON- able to the extent that the certificateh0 ( 2
TACT: L. Michael Wachtel, (202) 622— holder may file a claim for refund. any taxable year. The final regulations,
e .(no.t ohas . numbér) The temporary regulations providehowever, permit a certificate holder who
' that the certified mortgage indebtedneskefinances a variable rate loan with

SUPPLEMENTARY amount on the reissued certificate can€ither a variable rate loan or a fixed rate
INFORMATION: not exceed the remaining balance of théoan to determine the amount of credit
Background certified mortgage indebtedness amourihat would have been allowable by

on the existing certificate. Commenta-using an alternative method instead of

This document adds final regulationstors suggested that the final regulation§alculating the amount based on the
to the Income Tax Regulations (26 CFRpermit the indebtedness amount on thactual interest that would have been
part 1) to provide guidance under secreissued certificate to include costs sucRaid on the refinanced loan. Under the
tion 25(e)(4) of the Internal Revenueas closing costs of the refinancing loanalternative method, the credit that would
Code (Code) with respect to the reissuThis recommendation was not imple-have been allowable is computed using
ance of mortgage credit certificates. Secmented in the final regulations becaus@n amortization schedule of a hypotheti-
tion 25(e)(4) was added to the Code byection 25(e)(4) of the Code limits thecal self-amortizing loan with level pay-
section 612 of the Tax Reform Act of amount of the reissued certificate to thénents projected to the final maturity
1984, 98 Stat. 494, 905. outstanding balance of the existing cerdate of the refinanced loan. The interest

On December 22, 1993, temporarytificate. rate of the hypothetical loan is the
regulations (TD 8502) relating to refi- The temporary regulations provideannual percentage rate (APR) of the
nancing under section 25(e)(4) werghat the reissued certificate may nofefinancing loan determined for pur-
published in theFederal Register (58 result in an increase in the credit thaPoses of the Federal Truth in Lending
FR 67689). A notice of proposedwould otherwise have been allowable tdAct. The principal of the hypothetical
rulemaking (REG-209574-92, previ-the holder under the existing certificatdoan is the remaining outstanding bal-
ously FI-47-92) cross-referencing thefor any taxable year. In the case of a@nce of the certified mortgage indebted-
temporary regulations was published irseries of refinancings, the amount allowness specified on the existing certificate.
the Federal Registerfor the same day able on the refinanced loan would be A certificate holder who refinances a
(58 FR 67744). the amount allowable on the originalvariable rate loan may use the alterna-

Written comments responding to thesdoan, rather than the immediately pretive method or may compute the actual
notices were received. There were needing refinanced loan. amount of credit that would have been
requests to appear in response to publi- A holder of a mortgage credit certifi- allowable. However, the method chosen
cation of a notice of a hearing in thecate who refinances a fixed rate loammust be consistently applied by the
Federal Register(61 FR 15204). There- can determine the amount of interesholder beginning with the first taxable
fore, no public hearing was held. Afterthat would have been paid for anyyear for which the tax credit based upon
consideration of all the comments, thdaxable year on the refinanced loan fromhe reissued certificate is claimed.
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The temporary regulations do not ad-Adoption of Amendments to the cate may be the original certificate, a
dress whether a refinancing loan is &egulations certificate issued to a transferee under
financing that is subject to the recapture : .8 1.25-3T(h)(2)(ii), or a certificate pre-
provisions of section 143(m) if the refi- Accordingly, 26_ CFR part 1 s viously reissued under this paragraph
nanced loan was not subject to recap"—imended as follows: ().
ture. The final regulations provide thatPART 1—INCOME TAXES (3) Limitations on reissued certifi-
the refinancing loan underlying a reis- L cate. An issuer may reissue a mortgage
sued mortgage credit certificate that re- Para_graph 1. The authont)_/ citation forgre it certificate only if all of the fol-
places a mortgage credit certificate isPart 1 is amended by removing the entry,ing requirements are satisfied:
sued on or before December 31, 19901-25-1T-1.25-8T" and adding entries ) The ‘reissued certificate is issued
is not a federally subsidized indebted!N numerical order to read as follows:g ‘the holder of an existing certificate
ness that is subject to the recapture Authority: 26 U.S.C. 7805 * * * with respect to the same property to
provisions of section 143(m) of thesection 1.25-1T also issued under 28hich the existing certificate relates.
Code. U.S.C. 25. (i) The reissued certificate entirely

Commentators asked for clarificationsection 1.25-2T also issued under 2&eplaces the existing certificate (that is,
of whether additional volume cap wasy.s.c. 25. the holder cannot retain the existing
required in order to reissue a mortgag&ection 1.25-3 also issued under 26ertificate with respect to any portion of
credit certificate and whether additionaly s.c. 25. the outstanding balance of the certified
reporting was required by the issuer of &ection 1.25-3T also issued under 2&10rtgage indebtedness specified on the
reissued mortgage certificate. Reissuanqg.s.c. 25. existing certificate).
of a mortgage credit certificate relates tGgection 1.25-4T also issued under 26 (iii) The certified mortgage indebted-
refinancing by a mortgage credit certifi-y. 5.c. 25. ness specified on the reissued certificate
cate holder of a mortgage loan on thesection 1.25-5T also issued under 260€s not exceed the remaining outstand-
holder’s principal residence. Volume capj 5 c. 25. ing balance of the certified mortgage
was required to be obtained in connecCgeciion 1.25-6T also issued under 2@1debtedness specified on the existing
tion with the program under which the; g ¢ 25 certificate.
original certificate had been issued. Beggction 1.25-7T also issued under 26 (V) The reissued certificate does not
cause the reissued certificate is replacing) g ¢ 25 increase the certificate credit rate speci-
the existing certificate, it is treated aSgaction 1.25-8T also issued under ded in the existing certificate.
issued in connection with the original j g = 25 « * (v) The reissued certificate does not
program, and additional volume cap is .Pér. 2 .Section 1.95-3 is added tc{esult in an increase in the tax credit
unnecessary for the reissuance. For sim}—ead és beIOWS' ' hat would otherwise have been allow-
lar reasons, no additional reporting is ' able to the holder under the existing
required by an issuer of a reissued 1.25-3 Qualified mortgage credit cer-certificate for any taxable year. The
mortgage credit certificate. tificate. holder of a reissued certificate deter-

. mines the amount of tax credit that
Special Analyses (a) through (g)(1)(ii) [Reserved] Forwould otherwise have been allowable by

It has been determined that this Treafurther guidance, see § 1.25-3T(aultiplying the interest that was sched-
sury decision is not a significant regula-through (g)(1)(ii). uled to have been paid on the refinanced
tory action as defined in EO 12866. It (9)(1)(ii) Reissued certificate excep-loan by the certificate rate of the exist-
also has been determined that sectioiion. See paragraph (p) of this sectioring certificate. In the case of a series of
553(b) of the Administrative Proceduregor rules regarding the exception in therefinancings, the tax credit that would
Act (5 U.S.C. chapter 5) does not applycase of refinancing existing mortgagesotherwise have been allowable is deter-
to these regulations, and because the (9)(2) through (o) [Reserved] For fur- mined from the amount of interest that
notice of proposed rulemaking precedingher guidance, see § 1.25-3T(g)(2was scheduled to have been paid on the

the regulations was issued prior tcthrough (o). original loan and the certificate rate of
March 29, 1996, the Regulatory Flex- (p) Reissued certificates for certainthe original certificate.
ibility Act (5 U.S.C. chapter 6) does notrefinancings—(1) In general. If the is- (A) In the case of a refinanced loan

apply. Pursuant to section 7805(f) of thesuer of a qualified mortgage credit certhat is a fixed interest rate loan, the
Internal Revenue Code, the notice ofificate reissues a certificate in place ofinterest that was scheduled to be paid on
proposed rule making preceding thesan existing mortgage credit certificate tathe refinanced loan is determined using
regulations was submitted to the Chiethe holder of that existing certificate, thethe scheduled interest method described
Counsel for Advocacy of the Smallreissued certificate is treated as satisfyin paragraph (p)(3)(v)(C) of this section.
Business Administration for comment oning the requirements of this section. The (B) In the case of a refinanced loan
its impact on small business. period for which the reissued certificatethat is not a fixed interest rate loan, the
is in effect begins with the date of theinterest that was scheduled to be paid on
refinancing (that is, the date on whichthe refinanced loan is determined using
The principal author of these regula-interest begins accruing on the refinanceither the scheduled interest method de-
tions is L. Michael Wachtel, Office of ing loan). scribed in paragraph (p)(3)(v)(C) of this
the Assistant Chief Counsel (Financial (2) Meaning of existing certificate. section or the hypothetical interest
Institutions and Products), IRS. How-For purposes of this paragraph (p), anethod described in paragraph
ever, other personnel from the IRS andnortgage credit certificate is an existing(p)(3)(v)(D) of this section.
Treasury Department participated incertificate only if it satisfies the require- (C) The scheduled interest method
their development. ments of this section. An existing certifi- determines the amount of interest for
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each taxable year that was scheduled tnount allowable under the existing certificate.g building’s credit period beginning after

I cause the existing certificate would allow no
have been paid in the taxable year bas‘%?edit after December 31, 2000, the reissuec}995'

on th? terms of the re.ﬁnance.d loarcertificate could expire on December 31, 2000
including any changes in the interest Example 2.(a) The facts are the same as

rate that would have been required ngample lexcept that the existing mortgage IoanéSSUE
. as a variable rate of interest and the refinancin
the terms of the refinanced loan and an ban will have a fixed rate of interest. To deter-

payments _Of principal that would haV(?mine whether the limit under paragraph (p)(3)(v) Does 8 502(e)(3) of the Tax Reform
been required by the terms of the refiof this section is met for any taxable year, theAct of 1986 (Act) prevent a taxpayer
nanced loan (other than repayments réw!der must calculate the amount of credit thak.gm claiming a low-income housing tax
ired It of any refinancing o therwise would have been allowable absent th%redit under § 42 of the Internal Rev-
quired as a resu y g refinancing. This requires a determination of the . .
the loan). amount of interest that would have been payabl&nue COdQ for a building whose credit
(D) The hypothetical interest method®” the refinanced loan for the taxable year. Thgperiod begins after 1995?
. . ) . holder may determine this amount by—
(which is available only for refinanced (1) appiying the terms of the refinanced loan, FACTS
loans that are not fixed interest ratancluding the variable interest rate or rates, for the
loans) determines the amount of interesi@xc?tt)le yeir as though the refinanced loan contin- On  January 1, 1995, taxpayef,

: 0 exIst; or : . HPEH
treated as having been scheduled tc_J H@(Z) Obtaining the amount of interest, and Calcupur(.:hfased a residential rental building
paid for a taxable year by constructingating the amount of credit that would have peer(Building) from seller,S S was allowed
an amortization schedule for a hypo-available, from the schedule of equal paymentshe transition-rule benefits under Act
thetical Se|f-amortizing loan with leve] that fully amortize a hypothetical loan with the § 502(a)T intends to substantia”y re-

. rincipal amount equal to the remaining outstand ili idi i
payments. The hypothetical loan musrng balance of the certified mortgage indebtedneshabIlltate the Building and qualify the

have a principal amount equal to thepecified on the existing certificate, the interes U"O_“”g for a low-income h_ousm_g tax
remaining outstanding balance of theequal to the annual percentage rate (APR) of theredit l_mder §_ 42. The_ credit period for
certified mortgage indebtedness SpeCr_efinancing loan, and the maturity equal to that ofthe Building will begin in 1996.

fied th ist] tificat t the refinanced loan.
'_e on the existing ceru '(.:a €, a matu- (b) The holder must apply the same method fo_ AW AND ANALYSIS
rity equal to that of the refinanced loan,each taxable year the tax credit is claimed based

and interest equal to the annual percenton the reissued mortgage credit certificate. Act § 502 contains a transition rule
age rate (APR) of the refinancing loan (5) Coordination — with  section for taxpayers investing in certain low-
that is required to be calculated for thel43(m)(3). A refinancing loan underly- jncome housing properties that exempts
Federal Truth in Lending Act. ing a reissued mortgage credit certificatghem from the passive-loss rules under
(E) A holder must consistently apply N3t replaces a mortgage credit certifig 469. The rule applies for investments
the scheduled interest method or thngLate issued on or before December 3inade after 1983 in housing property
hypothetical interest method for all tax-Lo00: 1S not & federally subsidized in-constructed or acquired pursuant to a
able years beginning with the first tax-9cPtedness for the purposes of sectioginding written contract entered into by
able year the tax credit is claimed byl#3(M)(3) of the Internal Revenue Codeaugust 16, 1986. If a binding contract
the holder based upon the reissued ceg 1.25-3T [Amended} existed by that date, taxpayers who
tificate. purchased an interest in the property by
: ) Par. 3. Section 1.25-3T is amendedhe close of 1986 (1988 if the interest
arrggl)esl,z )i(lﬁgtrr)s[g'tggeap;f)cl)itl:gmﬂgofep);ra-by removing paragraphs (g)(1)(ii) andwas held through certain partnerships),
p and who had not contributed more than

graph (p)(3)(v) of this section: (P)- . ; o=
Example 1.A holder of an existing certificate S0 percent of their cap|tal obllgat|on,

Rev. Rul. 97-4

that meets the requirements of this section seeks to Margaret Milner Richardson, could qualify for the transition rule.
refinance the mortgage on the property to which Commissioner of Internal RevenueThese taxpayers could claim passive
the existing certificate relates. The final payment losses on new low-income housing in-
on the holder’s existing mortgage is due onApproved November 27, 1996. vestments for a limited period of time if

December 31, 2000; the final payment on the new

mortgage would not be due until January 31, the properties were placed In service

2004. The holder requests that the issuer provide _ Donald C. Lubick, prior to January 1, 1989. After 1995, the
to the holder a reissued mortgage credit certificate Acting Assistant Secretary transition-rule benefits of Act § 502 are
in place of the existing certificate. The requested of the Treasury. no longer available to any taxpayer.

certificate would have the same certificate credit . ) . . .
rate as the existing certificate. For each calenddFiled by the Office of the Federal Register on Section 42 provides a tax credit for

year through the year 2000, the credit that would®ecember 16, 1996, 8:45 a.m., and published ilnvestment in qualified low-income
be allowable to the holder with respect to the newfhe issue of the Federal Register for December 1 jidings placed in service after Decem-

mortgage under the requested certificate would not996, 61 F.R. 66212) ber 31, 1986.
exceed the credit allowable for that year under the .
existing certificate. The requested certificate, how- A taxpayer may not claim a § 42

ever, would allow the holder credits for the years ion 42 —Low-| HoUSi credit before the start of a building’s
2001 through 2004, years for which, due to the>€CtION -~—Low-Income Housing 10-year credit period. Section 42(f) pro-

earlier scheduled retirement of the existing mortCredit vides that the 10-year credit period for a
gage, no credit would be allowable under the

existing certificate. Under paragraph (p)(3)(v) of Low-income housing tax credit. This building begins With the ta_Xable year the
this section, the issuer may not reissue the certifirevenue ruling clarifies that sectionbuilding is placed in service, or, at the
cate as requested because, under the existimnp(e)(3) of the Tax Reform Act of election of the taxpayer, the succeeding

certificate, no credit would be allowable for the

' nfaxable year.

years 2001 through 2004. The issuer may, howé|'98.6.doeS not prevem a taXpa.‘yer fro y

ever, provide a reissued certificate that limits theclaiming a low-income housing tax Act § 502 and § 42 can apply to the

amount of the credit allowable in each year to thecredit under section 42 of the Code forsame type of property. To prevent a
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taxpayer from obtaining a simultaneous=OR FURTHER INFORMATION CON-

On December 27, 1993, theederal

tax benefit under both sections, ActTACT: George Bradley, 202—622-4920Register published temporary regula-

8§ 502(e)(3) provides that no low-(not a toll-free number).
income housing credit under § 42 is
available “with respect to any projectSUPF’LE'V'E'\”-ARY

tions (T.D. 8509 [1994-1 C.B. 24]) and
a cross-reference notice of proposed
rulemaking (IA-62-93 [1994-1 C.B.

with respect to which any person hadNFORMATION:

been allowed any benefit under [Actpapenwork Reduction Act respectively, relating to these elections.

§ 502].” _ _ _ Three written comments responding to
The transition-rule benefits under Act The collections of information con- the regulations were submitted. Since

§ 502 are not available t8in 1996 and tained in these final regulations havenone of the commentators requested a
future years. Thus, no simultaneous takeen reviewed and approved by theublic hearing, one was not held. After
benefit under Act § 502 and § 42 isOffice of Management and Budget inconsideration of the comments, the pro-
available after that date. Therefore, Acaiccordance with the Paperwork Reducposed regulations are adopted as final
§ 502(e)(3) does not prohibiT from tion Act (44 U.S.C. 3507) under controlregulations subject to modifications to
claiming a § 42 low-income housingnumber 1545-1421. Responses to theggoposed § 1.108(c)-1, and the corre-
credit for the Building whose credit collections of information are requiredsponding temporary regulations are re-
period begins after 1995. to obtain the benefits of the particularmoved. The comments and a description
HOLDING election that is the subject of the collecof the modifications to proposed
tion. § 1.108(c)-1 are discussed below.

Act § 502(e)(3) does not prevent a An agency may not conduct or spon-
taxpayer from claiming a low-incomesor, and a person is not required téSummary of Comments and
housing tax credit under § 42 for arespond to, a collection of informationModifications
building whose credit period begins af-unless the collection of information dis Al three comments related to the

ter 1995. p'?ﬁeae‘gﬁafgg”ac’; :ﬁ;‘bbel;d en per reclection under section 163(d)(4)(B)(i)
DRAFTING INFORMATION

spondent varies from 15 minutes to 4%::§2na”8¥vscgnt§ﬁpar¥§tr tgatslil:ael agaci)r:sa
The principal author of this revenueminutes, depending on individual cir- ttributable to dispositions of pro ert,

ruling is Christopher J. Wilson of the cumstances, with an estimated average, =™ (= investmepnt s accgunri aﬁ
Office of Assistant Chief Counsel of 30 minutes. investment income. As a consequence
(Passthroughs and Special Industries). Comments concerning the accuracy of, . capital gains éﬁected by this elec-’
For further information regarding thisthis burden estimate and suggestions fQ;, 4re not eligible for the maximum

revenue ruling contact Mr. Wilson onreducing this burden should be sent t%apital gain rate of 28 percent. The
(202) 622-3040 (not a toll-free call).the Internal Revenue Service Attn: ’

, election must be made on Form 4952
IRS Reports Clearance Officer, T:FP, .
Washington, DC 20224, and to th@f- Investment Interest Expense Deduction,

Secton 108 —income From s ofanegenan and budgekain:_ o2, LS he e date (nclaing
Discharge of Indebtedness Desk Officer for the Department of the

. . the taxable year in which the net capital
26 CFR 1.108(c)-1: Time and manner for makingl reasury, Office of Information and

. : ain is recognized.
election under the Omnibus Budget ReconciliatiorRegulatory Affairs, Washington, DC g g .
Act of 1993 20503, The commentators questioned the au-

Books or records relating to this coI—thorlty of the IRS to require a formal

lection of information must be retainedeleCt'on’ stated that a formal election

. will add to the complexity of filing
as Ior_lg as their contents may becomﬁ'ldividual income tax returns, and sug-
material in the administration of any

internal revenue law. Generally, tax re_gested that taxpayers be allowed to

turns and tax return information arefreely change the manner in which they

X ; ; treat long-term capital gains, as long as
g(iggdentlal, as required by 26 U'S'C'the taxable year is open. These com-

ments were given careful consideration.
However, they have not been incorpo-
rated into these final regulations. The

This document contains final regula-|RS and the Treasury Department be-
tions relating to elections under thelieve that the requirement of a formal
following sections of the Internal Rev-election is supported by the language of

. .. enue Code of 1986 (Code) and theection 163(d)(4)(B)(iii), is not unduly
SUMMARY: This document contains fi- Omnibus Budget Reconciliation Act of burdensome, and provides taxpayers

nal regulations relating to the time andjgg3 (Pub. L. 103-66, 107 Stat. 312)yith flexibility, since the election is
manner of making certain elections un{act): revocable.

der the Omnibus Budget Reconciliation i . .
Act of 1993. These regulations provideACt Code The final regulations modify the re-

803]), 58 FR 68300 and 58 FR 68336,

T.D. 8688

DEPARTMENT OF THE TREASURY
Internal Revenue Service
26 CFR Parts 1 and 602

Certain Elections Under the
Omnibus Budget Reconciliation Act

of 1993 Background

AGENCY: Internal Revenue Service
(IRS), Treasury.

ACTION: Final regulations.

; : Section Section quirements for making the election for
gglndsa.mce to persons making the ele013114 1044(a) discharge of qualified real property busi-
13150 108(c)(3)(C) ness indebtedness under section 108(c).

EFFECTIVE DATE: December 12, 13206(d) 163(d)(4)(B)(iii) Under the previous temporary regula-
1996. 13225 6655(e)(2)(C) tions a taxpayer was required to make
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the election with the taxpayer’s incomean entry in numerical order to read agshe Omnibus Budget Reconciliation Act
tax return for the taxable year in whichfollows: of 1993 (Public Law 103-66, 107 Stat.
the discharge occurred, but was permit- Authority: 26 U.S.C. 7805 * * * 467), allows an electing taxpayer to take
ted to file an election with an amended Section 1.108(c)-1 also issued undeall or a portion of certain net capital
return or claim for credit or refund if the authority of 26 U.S.C. 108(d)(9); gains, attributable to dispositions of
the taxpayer established reasonable* * property held for investment, into ac-
cause for failure to file the election with§ 1.108(c)-1T [Removed)] count as investment income. As a conse-
the quglnal return. The final regulations pgr. 2. Section 1.108(c)-1T is re-guence, the capital gains affected by this
require the taxpayer to make the elecmoyed. election are not eligible for the maxi-
tlpn on the tlmgly-f|led (including exten- § 1.163(d)-1T [Removed] mum capital gain rate of 28 percent.
s;lonst;)I Federa_l mcg_m;) tﬁx return for rt]he Par. 3. Section 1.163(d)-1T is re-The electon may be made for net
T meams oot noved capta gans recogized by rancorporat
g 1.1044(a)-1T [Removed] taxpayers during any taxable year begin-

excludible under section 108(a). There- . . .
fore, a taxpayer that fails to make the Par. 4. Section 1.1044(a)-1T is rening after December 31, 1992.

election on that return must request th&"°Ve<: (b) Time and manner for making the
Commissioner’s consent to file a lateS 1-6655(€)-1T [Removed] _ election. The election under section
election under § 301.9100-3T or any Par 5. Section 1.6655(e)-1T is re163(d)(4)(B)(ii) must be made on or
regulations that supersede § 301.9100m0ved. _ . before the due date (including exten-
3T. Par. 6. Section 1.108(c)-1 is added t@jons) of the income tax return for the

read as follows: taxable year in which the net capital

Special Analyses § 1.108(c)-1 Time and manner fordain is recognized. The election is to be

It has been determined that thesenaking election under the OmnibusMade on Form 4952, Investment Interest
regulations are not significant rules asBudget Reconciliation Act of 1993. Expense Deduction, in accordance with
defined in Executive Order 12866. It - . the Form and its instructions.
also has been determined that section (&) Description. Section 108(c)(3)(C),  (¢) Revocability of electionThe elec-
553(b) of the Administrative Procedure@S added by section 13150 of the Omnigo " yescribed in this section is revo-

Act (5 U.S.C. chapter 5) does not appl)p“S Budget Reconciliation Act of 1993cable with the consent of the Commis-
to these regulations, and because tH&ublic Law 103-66, 107 Stat. 446),

. ioner.
- i -~ allows certain noncorporate taxpayers t3
notice of proposed rulemaking precedin i i
the regu[I)atigns was issueg pprior iflect to treat certain indebtedness de- (d) Effective dateThe rules set forth

March 29, 1996, a Regulatory Flexibil-SCibed in section 108(c)(3) that is disdn this section are effective December
ity Analysis is not required. Pursuant tocharged after December 31, 1992, ab2, 1996. . .
section 7805(f) of the Internal Revenudiudlified re_al property bu_smess mdebt-_ Par. 8. Section 1.1044(a)-1 is added
Code, the notice of proposed ruIemakin%d”eSS' This discharged indebtedness tis read as follows:

i

preceding these regulations was submixcluded from gross income to the ex-

ted to the Small Business Administrationt€"t allowed by section 108. § 1.1044(a)-1 Time and manner for

for comment on its impact on small (b) Time and manner for makingmaking election under the Omnibus

business. election. The election described in thisBudget Reconciliation Act of 1993.
section must be made on the timely-

Drafting Information filed (including extensions) Federal in- (a) Description. Section 1044(a), as

o come tax return for the taxable year inadded by section 13114 of the Omnibus
_ The principal author of these regulayhich the taxpayer has discharge oBudget Reconciliation Act of 1993
tions is George Bradley, Office of Assis-indebtedness income that is excludiblPublic Law 103-66, 107 Stat. 430),
tant Chief Counsel (Income Tax andfrom gross income under section 108(a)generally allows individuals and C cor-
Accounting), Internal Revenue ServiceThe election is to be made on a comporations that sell publicly traded securi-
However, personnel from other officespieted Form 982, in accordance withties after August 9, 1993, to elect not to
of the Internal Revenue Service and thenat Form and its instructions. recognize certain gain from the sale if
Treasury Department participated in (c) Revocability of electionThe elec- the taxpayer purchases common stock or
their development. tion described in this section is revo-a partnership interest in a specialized
cable with the consent of the Commissmall business investment company

* * * * *

sioner. , (SSBIC) within the 60-day period begin-
Adoption of Amendments to the ~ (d) Effective dateThe rules set forth ning on the date the publicly traded
Regulations ?7 tqlgggectlon are effective Decembeiecyrities are sold.

(b) Time and manner for making the
ection. The election under section
1044(a) must be made on or before the
§ 1.163(d)-1 Time and manner fordue date (including extensions) for the

Accordingly, parts 1 and 602 of titte Par. 7. Section 1.163(d)-1 is added t%l
26 of the Code of Federal Regulationgead as follows:
are amended as follows:

PART 1—INCOME TAXES making election under the OmnibugNCOMe tax return for the year in which
L Budget Reconciliation Act of 1993. the publicly traded securities are sold.
Paragraph 1. The authority citation for The election is to be made by reporting

part 1 is amended by removing the entry (a) Description.Section 163(d)(4)(B)- the entire gain from the sale of publicly
for section 1.108(c)-1T and by adding(iii), as added by section 13206(d) oftraded securities on Schedule D of the
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income tax return in accordance with Authority: 26 U.S.C. 7805. Section 6695.—Other Assessable
instructions for Schedule D, and by par 11. In § 602.101, paragraph (cPenalties With Respect To the

attaching a statement to Schedule Ry gmended as follows: Preparation of Income Tax Returns
shongH— th ized . 1. The following entries are removedfor Other Persons

(1) How . € nonrecognize gamfrom the table: 26 CFR 1.6695-1: Other assessable penalties with
was calculated; ] . respect to the preparation of income tax returns

(2) The SSBIC in which common for other persons.
stock or a partnership interest was pur§ 602.101 OMB Control numbers. (Also Sec. 6061; 301.6061-1)
chased;

(3) The date the SSBIC stock or e x T.D. 8689
partnership interest was purchased; and DEPARTMENT OF THE TREASURY

. * % %
or a(lft)n(;rrr;ﬁ bar?tlesreosft the SSBIC stock (C) Internal Revenue Service
P P | : 26 CFR Parts 1 and 301

(c) Revocability of electionThe elec- CFR part or section
tion described in this section is revo-where identified and Current OMB  Methods of Signing

cable with the consent of the Commis-described control no. .
sioner. " . N : : AGENCY: Internal Revenue Service
(d) Effective dateThe rules set forth (IRS), Treasury.
Lo : ; 108(c)-1T......... 1545-1421
in this section are effective December* * " . . A ACTION: Final regulations.
12, 1998. 163(d)-1T 1545-1421
Par. 9. Section 1.6655(e)-1 is added- L Ty e T SUMMARY: This document contains fi-

to read as follows. nal regulations relating to the methods

1.1044(@)-1T........ 1545-1421 L
§ 1.6655(e)-1 Time and manner for S*) ok x o w gf signing re;ﬁrn?, sltatemlenys, or |0thf§r
’ - _ ocuments. The final regulations clari
rga(l;mg:t; Relect|o_r|1_ tpndir t tr}elg(génmbusl-6655ge)—l'£- ceeoeee 194571421 oot the IRS may prescribe a method
uadget Reconciliation Act 0 ' other than pen and ink for signing any
(a) Description. Section 6655(e)(2)- ) , _return, statement, or other document.
(C), as added by section 13225 of the 2- 'he following entries are added inThjs clarification will facilitate the IRS’
Omnibus Budget Reconciliation Act of "umerical order to the table: implementation of paperless filings.

1993 (Public Law 103-66, 107 Stat.

486), allows a corporate taxpayer to§ 602.101 OMB Control numbers.
make an annual election to use a differ-

ent annualization period to determine o x x w FOR FURTHER INFORMATION CON-
annualized income for purposes of pay- () * ** TACT: Celia Gabrysh (202) 622-4940
ing any required installment of esti- (not a toll-free number).

mated income tax for a taxable year -
beginning after December 31, 1993CFR part or section SUPPLEMENTARY

EFFECTIVE DATE: These regulations
are effective on December 12, 1996.

(b) Time and manner for making the‘é\'herﬁb'dgm'f'ed and CurrnetlptlonMB INFORMATION:
election. An election under section 965C"P€ controf no. Background
6655(e)(2)(C) must be made on or be- * * * * * _ _
fore the date required for the payment.108(c)-1.......... 1545-1421 t 'I'{'Elsldocumgrnt CF(Q)ntaIP?' amezggng:e;és
of the first required installment for the * N * * * 0 the Income fax kegulatuons -
taxable year. For a calendar or fiscall.163(d)-1.......... 1545-1421 tpa? 1) Snd tlh?' PrOC(eZ%UFCeFaR?d A?rggllsi
year corporation, Form 8842, Election to * * * * * ration Regulations par
Use Different Annualization Periods for1.1044(a)-1......... 1545-1421 th?g FGiEite 50 Slgnln% reéumt_S. Stgé%Tents,
Corporate Estimated Tax, must be filed * * * * * ana other documents. section pro-
by the 15th day of the 4th month of the1.6655(e)-1. . ....... 1545-1421 Vides in part that ... any return, state-
taxable year for which the election is to k% x ment, or other document required to be
apply. Form 8842 must be filed with the made under any prowsmn_of the internal
Internal Revenue Service Center where Margaret Milner Richardson, g?vr?ggeirJave\iico()r:jarr?gglavt\;ﬁESfc?rrr]r?él g?
:zttaurr? orporation files its income  tax Commissioner of Internal ReVenue'reggulations; prescribed by the Secretary.”
(c) i?evocability of electionThe elec- Traditionally, the IRS has accepted pen-
tion described in this section is irrevo-Approved November 1, 1996. to-paper signatures. The IRS will pre-
cable. Donald C. Lubick scribe additional methods of signing to
(d) Effective dateThe rules set forth _ onald L. LUbICK, phe ysed for electronically filed returns
in this section are effective December Acting, Assistant Secretary and other documents.
12, 1996. of the Treasury.  The final regulations clarify that the

PART 602—OMB CONTROL NUM- (Filed by the Office of the Federal Register onIRS may prescribe the specific method
the issue of the Federal Register for December 1fther document. The final regulations

REDUCTIORACT 1996, 61 F.R. 65321) also provide that the IRS may require a
Par. 10. The authority citation for return preparer to use a method of
part 602 continues to read as follows: signing other than a pen-to-paper signa-




ture or a facsimile signature stamp wherProcedure Act (5 U.S.C. chapter 5) angresented to the taxpayer (or nontaxable
signing a return, statement, or othethe Regulatory Flexibility Act (5 U.S.C. entity) for signature. * * *
document. chapter 6) do not apply to these regula- ok xx

On July 21, 1995, temporary regula-tions, and therefore, a Regulatory Flex;
tions (T.D. 8603 [1995-2 C.B. 281]) ibility Analysis is not required. PursuantS 1-6695-1T [Removed]
relating to the signing of returns, stateto section 7805(f) of the Internal Rev- Par. 3. Section 1.6695-1T is re-
ments, and other documents were pukenue Code, the notice of proposednoved.
lished in theFederal Register (60 FR rulemaking preceding these regulation
37589). A notice of progosed(rulemak-was submitted to the Chief Counsel for]%ART 301—PROCEDURE AND AD-
ing (IA—10-95 [1995-2 C.B. 478]) Advocacy of the Small Business Admin-MINISTRATION
cross-referencing the temporary regulaistration for comment on its impact on  par. 4. The authority citation for part
tions was published in theFederal small business. 301 is amended by removing the entry
Register for the same day (60 FR for § 301.6061-1T and adding an entry
37621). in numerical order to read as follows:

One comment responding to this no- The principal author of these regula- Authority: 26 U.S.C. 7805 * * *
tice was received. A public hearing wadions is Celia Gabrysh, Office of Assis- Section 301.6061-1 also issued under
held on November 2, 1995. After con-tant Chief Counsel (Income Tax & Ac- 26 U.S.C. 6061; * * *
sideration of the comment, the proposedounting). However, other personnel Par. 5. Section 301.6061-1 is revised
regulations under sections 6061 androm the IRS and Treasury Departmento read as follows:
6695 are adopted without change by thiparticipated in their development.

Drafting Information

Treasury decision, and the correspond- o x %% % § 301.6061-1 Signing of returns and
ing temporary regulations are removed, . other documents.
o o Adoption of Amendments to the Regula-

The comment is discussed below. tions (a) In general. For provisions con-
Summary of Comments _ cerning the signing of returns and other

y Accordingly, 26 CFR parts 1 and 301qgocyments, see the regulations relating

The commentator suggested that thare amended as follows: to the particular tax.

IRS prescribe by regulation any neWparT 1 INCOME TAXES (b) Method of signingThe Secretary
method of signing any return, statement, may prescribe in forms, instructions, or

or other document to allow the public to Paragraph 1. The authority citationgther appropriate guidance the method

comment on the method's feasibility.for part 1 continues to read in part asf signing any return, statement, or

Also, the commentator suggested that pllows: other document required to be made

regulation would constitute substantial Authority: 26 U.S.C. 7805 * * * under any provision of the internal rev-

authority and would provide broader Par. 2. Section 1.6695-1 is amendednye laws or regulations.

public exposure. by revising the first sentence of para- (c) Effective datesThe rule in para-
The final regulations did not adoptgraph (b)(1) to read as follows: graph (a) is effective December 12,

the commentator’'s suggestion. The fina . 1996. The rule in paragraph (b) is

regulations retain the full range of op-g.l'%%_1 Other assessablg pena.lt'eéffective on July 21, 1%95.g Ph©)

tions for prescribing new methods of?ith respect to the preparation of in-

signing: forms, instructions, or other®me tax returns for other persons. § 301.6061-1T [Removed]

appropriate guidance. The final regula- oo Par. 6. Section 301.6061-1T is re-

tions provide the IRS with the flexibility (b) *** (1) Unless the Secretary hasmoved.

to address the particular circumstanceﬁrescribed another method of signing

of any method of signing. The IRS will ,,rsyant to § 301.6061-1(b) on or after Margaret Milner Richardson,
conttr:nlée tfo inform the public about 3,1y 21, 1995, an individual who is an Commissioner of Internal Revenue.
methods of signing. : :

gning income tax retum preparer with respech o eq November 1, 1996.

to a return of tax under subtitle A of the
Internal Revenue Code (Code) or claim

It has been determined that this Treafor refund of tax under subtitle A of the
sury decision is not a significant regula-Code shall manually sign the return or
tory action as defined in EO 12866.claim for refund (which may be a (Filed by the Office of the Federal Register on
Therefore, a regulatory assessment is nghotocopy) in the appropriate space proPecember 11, 1996, 8:45 am., and published in
required. It also has been determinedided on the return or claim for refundtlr};ggssé.fle ,‘:)fr\,thzs';i%?ra' Register for December 12,
that section 553(b) of the Administrativeafter it is completed and before it is ' o

Special Analyses
Donald C. Lubick,
Assistant Secretary of the Treasury.
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Part Ill. Administrative, Procedural, and Miscellaneous

Electing Small Business Trusts (5) Provides all information and rep-tained in this notice has been reviewed
resentations necessary to show that: and approved by the Office of Manage-
Notice 97-12 (A) All potential current beneficia- ment and Budget in accordance with the
PURPOSE ries meet the shareholder requirement8aperwork Reduction Act (44 U.S.C.
of section 1361(b)(1); and 3507) under control number 1545-1523.

Section 1302 of the Small Business (B) The trust meets the definitional An agency may not conduct or spon-
Job Protection Act of 1996, Pub. L. No.requirements of an ESBT under sectiosor, and a person is not required to
104-188, 110 Stat. 1755 (1996) (the1r361(e). respond to, a collection of information
Act) amended § 1361 of the Internal The trustee of the ESBT must file theunless the collection of information dis-
Revenue Code to permit an ElectingeSBT election within the time require- plays a valid control number.

Small Business Trust (ESBT) to be aments prescribed in regulation section The collections of information in this
shareholder of an S corporation. Thel.1361-1(j)(6)(iii) for filing Qualified notice are in the section headd&SBT
Department of Treasury and the InternaSubchapter S Trust (QSST) electiong€lection. This information is required by
Revenue Service intend to issue regulggenerally within the 16-day-and-2-the IRS to assure compliance with the
tions to provide guidance on the appli-month period beginning on the day thanew provisions of the Small Business
cation of § 1302 of the Act. This notice the stock is transferred to the trust). TheJob Protection Act of 1996. The likely
provides guidance in advance of tharustee may attach the ESBT election t@espondents are business or other for-
issuance of regulations regarding thehe Form 2553 in the case of newlyprofit institutions.
ESBT election and the ESBT's consentlecting S corporations. The estimated total reporting burden
cormieenon SSLSOMSENTIOS v The esimaied avease buden po
respondent is one hour. The estimated

The trustee of the ESBT must make Section 1362(a) provides that allnumber of respondents is 5,000.
the ESBT election pursuant toshareholders must consent to the S cor- The estimated frequency of responses
§ 1361(e)(3) by signing and filing with poration election. Section 1361(c)(2)(B)is once.
the service center with which the corpo-generally provides that all potential cur- Books or records relating to a collec-
ration files its income tax return arent beneficiaries of the ESBT aretion of information must be retained as
statement that— treated as shareholders for purposes &dng as their contents may become ma-

(1) Contains the name, address, andetermining whether the corporation haserial in the administration of any inter-
taxpayer identification number of all eligible shareholders and whether theal revenue law. Generally tax returns
potential current beneficiaries, the trustnumber of shareholders does not exceeshd tax return information are confiden-
and the corporation; 75, as provided by § 1361(b)(1). Fortial, as required by 26 U.S.C. 6103.

(2) Identifies the election as an elecpurposes of the ESBT’s consent to the
tion made under section 1361(e)(3)corporation election under 8§ 1362(a), RAFTING INFORMATION

(3) Specifies the date on which thehowever, because the ESBT is taxed on The principal author of this notice is
election is to become effective (notthe S corporation’s income and theSteven R. Schneider of the Office of
earlier than 15 days and two monthdrustee makes the ESBT election, onlyssistant Chief Counsel (Passthroughs
before the date on which the election ighe trustee need consent to the S corp@nd Special Industries). For further in-

filed); ration election. formation regarding this notice contact
(4) Specifies the date (or dates) o Steven R. Schneider at (202) 622-3060

which the stock of the corporation wa.QD'A‘PERWORK REDUCTION ACT (not a toll-free call).

transferred to the trust; and The collection of information con-
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Part IV. Items of General Interest

Notice of Proposed Rulemaking and the hearing, Evangelista Lee, (202and should therefore be allocated to the
and Notice of Public Hearing 622-7190 (not a toll-free number). extent possible to the partner that re-

ceived those depreciation deductions. Fi-
Allocations of Depreciation SUPPLEMENTARY nally, the current regulations do not
Recapture Among Partners in a INFORMATION: provide guidance on the allocation of
Partnership Background re%z_aptl:rte gaint_fron; G:A(f)(nt)ritiut?ﬁ plrop_elrty

subject to section c). In the legisla-
REG-209762-95 This document proposes to change theive history of the 1984 amendment to

: . ncurrent Income Tax Regulations (26section 704(c), Congress suggested that
AGENCY: Internal Revenue Service . h ' SR
CFR part 1) relating to the characterizaTreasury and the Service issue regula-

(IRS), Treasury. tion and allocation of depreciation re-tions governing the allocation of recap-
ACTION: Notice of proposed rulemak- capture among partners in a partnershigure gain inherent in property contrib-
ing and notice of public hearing. Section 1245 of the Internal Revenuaited to a partnershigseeH.R. Rep. No.
Code requires taxpayers to recharacte861, 98th Cong., 2d Sess. 857 (1984);
SUMMARY: This document containsize as ordinary income some or all ofsee alsoStaff of the Joint Comm. on
proposed regulations relating to the allothe gain on the disposition of certainTaxation, 98th Cong., 2d Ses&general
cation of depreciation recapture amongypes of business properties. The amourxplanation of the Revenue Provisions
partners in a partnership. The proposefkcharacterized as ordinary income (reef the Deficit Reduction Act of 19814
regulations amend existing regulationgapture gain) is the lesser of: (a) thgComm. Print 1984). In the 1994 pre-
to require that any gain characterized again realized on disposition, or (b) theamble to the section 704(c) final regula-
depreciation recapture must be allocatetbtal deductions allowed or allowabletions, Treasury and the Service indicated
to each partner in an amount equal tdor depreciation or amortization fromthat this issue would be considered in a
the lesser of the partner’s share of totalhe property. Section 1.1245-1(e)(2) okeparate regulations project. 59 Fed.
gain from the sale of the property or thethe Income Tax Regulations currentlyReg. 66,726 (1994).
partner’s share of depreciation from therovides that each partner’s share ole . -
property. The proposed regulations afrecapture gain will generally be deter- Xplanation of Provisions
fect partnerships and their partners. Thisined in accordance with the provisions The proposed regulations provide
document also contains a notice of pubef section 704. The regulations alsoguidance on allocating recapture gain
lic hearing on the proposed regulationsprovide that, if the partnership agree-among partners, including recapture gain
ment provides for the allocation of totalattributable to contributed property. The
gain from the property but does notproposed regulations provide that a part-
rovide for the allocation of recapturener’'s share of recapture gain is equal to
gtain, recapture gain IiS allocated in thehe lesser of (1) the partner's share of
- ~“’same manner as total gain. total gain arising from the disposition of
ﬁ;l\/}:fg] 6at119%7a.m., must be receive The current regulat_ions create somé¢he property, or (2) the_ partner’s share
' : uncertainty because it is unclear howof depreciation or amortization from the
ADDRESSES: Send submissions to"eécapture gain is allocated under sectioproperty. This rule seeks to insure, to
CC:DOM:CORPR [REG—209762—95],704- The allocation of recapture gainthe extent possible, that a partner recog-
room 5226, Internal Revenue Servicecannot have substantial economic effeatizes recapture on the disposition of
POB 7604, Ben Franklin Station, Washbecause classifying a portion of the gairproperty in an amount equal to the
ington, DC 20044. Submissions may béS recapture gain merely changes the tadepreciation or amortization deductions
hand delivered between the hours of gharacter of the gain. In addition, bypreviously taken by the partner on the
am. and 5 p.m. to: CC:DOM:CORP:Rallowing the partnership to allocate re-property. If recapture gain remains unal-
[REG-209762-95], Courier's Desk, In-capture gain in the same manner as totécated under the general rule, the re-
ternal Revenue Service, 1111 Constitugain, the current regulations increase thmaining unallocated gain is allocated
tion Avenue, NW. Washington, DC.Possibility that a partner may receive aramong those partners whose shares of
Alternatively, taxpayers may submit@llocation of recapture gain in excess ofotal gain on the disposition of the
comments electronically via the Internethe partner’s share of depreplat|on fronproperty exce_ed _thelr shares of deprecia-
by selecting the “Tax Regs” option on the property. For example, if a partnettion or amortization with respect to the
the IRS Home Page, or by submittingcduires an interest in a partnership thatroperty. Recapture gain may be unal-
comments directly to the IRS Internethas fully depreciated the property andocated under the general rule if, for
site at http://www.irs.ustreas.gov/prod/th? property is subsequently sold at @xample, the total gain allocated to a
tax_regs/comments.html. The publicdain, the partner may be aIIoca_lted gartner on the sale of the property is
hearing will be held in room 3313, Portion of the total gain and a portion ofless than the amount of depreciation
Internal Revenue Building, 1111 Constithe recapture gain, even though thereviously allocated to that partner.
tution Avenue, NW., Washington, DC. partner did not receive any depreciation The proposed regulations provide spe-
deductions from the property. This mis-cial rules for determining a partner’s
FOR FURTHER INFORMATION match between depreciation allocationshare of depreciation or amortization
CONTACT: Concerning the regula- and recapture allocations should bdrom contributed property subject to
tions, Daniel J. Coburn or Deborahminimized because recapture gain isection 704(c). The proposed regulations
Harrington, (202) 622-3050 (not a toll-intended to offset the earlier depreciaprovide that a contributing partner’s
free number); concerning submissionsion deductions taken from the propertyshare of depreciation or amortization

1997-3 I.R.B. 12

DATES: Written comments must be re-
ceived by March 6, 1997. Outlines of
oral comments and requests to speak
the public hearing scheduled for March3



includes depreciation or amortization al- Persons that wish to present oratotal gain from the disposition of the
lowed or allowable prior to contribution. comments at the hearing must submiproperty or the partner’s share of the
In addition, the proposed regulationswritten comments by March 6, 1997,depreciation or amortization with respect
provide that curative and remedial allo-and submit an outline of the topics to beto the property. Any gain recognized
cations generally reduce the contributingliscussed and the time to be devoted tonder section 1245(a)(1) by the partner-
partner’'s share of depreciation or amoreach topic (signed original and eight (8)hip that is not allocated under the first

tization and increase the noncontributingopies) by March 6, 1997. sentence of this paragraph is allocated

partners’ shares of depreciation or amor- A period of 10 minutes will be allot- among the partners whose shares of

tization. ted to each person for making com-otal gain exceed their shares of depre-
Treasury and the Service request conments. ciation or amortization with respect to

ments on whether these special rules can An agenda showing the scheduling othe property and is allocated to those
be incorporated into accounting systemghe speakers will be prepared after th@artners in proportion to (but not in

that track section 704(c) allocations fordeadline for receiving outlines hasexcess of) their shares of the total gain
partnerships with multiple section 704(c)passed. Copies of the agenda will béincluding gain recognized under section

properties. available free of charge at the hearingl245(a)(1)) from the disposition of the
) : . property.
Proposed Effective Date Drafting Information (i) A partner’s share of depreciation

These amendments are proposed to The principal authors of these regulaor amortization with respect to property
apply to properties acquired by a par’[IiOﬂS are Daniel J. Coburn and Deboralequals the total _amount of allowed_ or
nership on or after the date the regulatarrington, Office of Assistant Chief allowable depreciation or amortization
tions are published as final regulationgcounsel (Passthroughs and Special Irpreviously allocated to that partner with

in the Federal Register dustries), IRS. However, other personnelespect to the property. If a partner
) from the IRS and Treasury Departmentransfers a partnership interest, a share
Special Analyses participated in their development. of depreciation or amortization must be
. . . s x % % % allocated to the transferee partner as it

of Iglge;asosbsgr:’uc:::ﬁ;rglr?ge(?stmsgttglssig(r?l?fﬁiART 1 INCOME TAXES would have been allocated to the
— transferor partner. If the partner transfers

cant regulatory action as defined in EO . L
12866.gThere¥ore, a regulatory assess- Paragraph 1. The authority citation? Portion of the partnership interest, a

ment is not required. It also has beerdOr part 1 continues to read, in part, aghare of depreciation or amortization
determined that section 553(b) of thefollows: proportionate to the interest transferred
Administrative Procedure Act (5 U.S.C. Authority: 26 U.S.C. 7805 * * * dr;eurst be allocated to the transferee part-
chapter 5) does not apply to these Par. 2. Section 1.704-3 is amended , .
regLﬁ)Iations), and, becausept%}e/ regulatiorfgllows: _(iii)(A) A partner's share of deprecia-
do not impose a collection of informa- 1. Paragraphs (a)(9) and (a)(10) aréon or amortization with respect to
tion on small entities, the Regulatory’edesignated as paragraphs (a)(10) arfoperty contributed by the partner in-
Flexibility Act (5 U.S.C. chapter 6) does (8)(11), respectively. _ cludes the amount of depreciation or
not apply. Pursuant to section 7805(f) of 2. New paragraph (a)(9) is added@mortization allowed or allowable to the
the Internal Revenue Code, this notice The addition reads as follows: partner for the period prior to the prop-

X X g erty's contribution.
s e Counsel o Advoeaty 1704-3 Conttuted proper.  (8) The parers shares o depreie
of the Small Business Administration for (a) * * * tion or amortization with respect to

e : I I roperty contributed by a partner must
comment on its impact on small busi- (9) Contributing and noncontributing Ee gdjgsted to accoun>t/ forpany curative

ness. palrtners' rlt_acaé)lture ShﬁreSFﬁr special fallocations. (See § 1.704-3(c) for a de-
i ; rules applicable to the allocation Ofgqrintion of the curative allocation

Comments and Public Hearing _ recapture gain with respect to pmper_t)fnetﬂod). The contributing partner’s

Before these proposed regulations argontributed by a partner to a partnershipghare of depreciation or amortization
adopted as final regulations, considersee 8 8 1.1245-1(e)(2) and 1.1250-1(fyith respect to the contributed property
atlont W'(” be glvgn to .a”)l’ ngteﬂ (;1?”(]8) L is decreased (but not below zero) by the
ments (a signed original and eig ; 1 mount of any curative allocation of
copies) that are timely submitted to thebyP;aer\./igith E;,?rggr;blhzg)é) I?Oarrgggdggrdinary income to the contributing part-
IRS. All comments will be available for follows: ner with respect to the contributed prop-
public inspection and copying. ' erty and by the amount of any curative

A public hearing has been scheduled 1.1245-1 General rule for treatmentallocation of deduction or loss (other
for March 27, 1997, at 10:00 a.m. ingf gain from dispositions of certainthan capital loss) allocated to the non-

room 3313 of the Internal Revenuegepreciable property. contributing partners with respect to the
Building, 1111 Constitution Avenue, . e e s contributed property. A noncontributing
NW., Washington, DC. Because of ac- partner’s share of depreciation or amor-
cess restrictions, visitors will not be (e) *** tization with respect to the contributed

admitted beyond the Internal Revenue (2)(i) Unless paragraph (e)(3) of thisproperty is increased by the noncontrib-
Building lobby more than 15 minutessection applies, a partner’s distributiveuting partner’s share of any curative

before the hearing starts. share of gain recognized under sectioallocation of ordinary income to the
The rules of 26 CFR 601.601(a)(3)1245(a)(1) by the partnership is equal taontributing partner with respect to the
apply to the hearing. the lesser of the partner’'s share of theontributed property and by the amount

13 1997-3 I.R.B.



of any curative allocation of deductiontax basis)t. tIhn ?cciogggcef WiFh _the” parttngzrtsh%es?ect :19 C1. Ast_a resglt, al;:er thef fijrst yegrt'of
; greement, the firs of gain is allocated to Apartnership operations, C's share of depreciation
or I?]SS (Other th%n (_:apltal IOSS) al.lc;]cate@) equalize the partners’ capital accounts, and theith respect to C1 will be reduced to $50 (the
to the noncontri Ut_mg partner wit re'remaining $400 of gain is allocated $200 to A andtotal depreciation taken by C prior to contribution
spect to the contributed property. Thes200 to B. ($200) decreased by the amount of the curative
partners’ shares of depreciation or amor- (iii) Recapture allocations$1,000 of the gain allocation to D ($150)). C’'s share of depreciation
tization with respect to property from from th_e sale of the equipment is treated as gaimwith respect to Dl_ will still be $200 an(_i D’s share
which curative allocations of Cieprecia_recogn|zed under section 1245(a)(1). Under parasf depreciation with respect to C1 will be $350
. o . graph (e)(2)(i) of this section, each partner’s sharéthe depreciation allocated to D under the tradi-
“0_n or a_mortlzatlon are taken is det?r'of this section 1245 gain is the lesser of thetional method ($200) increased by the amount of
mined without regard to those curativepartner's share of total gain recognized on the salthe curative allocation to D ($150)). D's share of
allocations. of the equipment or the partner’s share of totabepreciation with respect to D1 will still be $200.
, ._depreciation with respect to the equipment. Thus, (iv) Effect of remedial allocationslf the part-
' (C) The partners shares of depreciaxg spare of the section 1245 gain is $900 (thenership elects the remedial allocation method for
tion or amoryzatlon with respect 10 jesser of A's share of total gain ($1,000) and Asmaking section 704(c) allocations under § 1.704—
property contributed by a partner musshare of depreciation ($900)) and B's share of th&(d), there will be $600 of total book depreciation
be adjusted to account for any remediaﬁ?iti?r; 1245(2%10;5 $ﬁog'(thﬁ Iessefrdof B’s ‘s?araorph Cdl itr;] year 1. (t}n}:ler tne r:ercT;idiaL allli)cgtio_n
: _ of total gain and B’s share of depreciationmethod, the amount by whic 's book basis
aIIo_ca_tlons. f(Sehe § 1'703. Sl(d) ”for a. de(éBlOO)). Accordingly, $900 of the $1,000 of total ($2,800) exceeds its tax basis ($800) is depreci-
scription of the remedial a ocatlop gain allocated to A will be treated as ordinaryated over a 5-year life, rather than a 4-year life). C
method). The contributing partner'sincome and $100 of the $200 of total gainand D will each be allocated one-half ($300) of
share of depreciation or amortizatiorgllocated to B will be treated as ordinary incomethe total book depreciation. As under the tradi-
with respect to the contributed property I_Example 2. Recapture allocation limited bytional _mgthod, C will be al!ocated $0 of tax
is decreased (but not below zero) by th ain share.Assume the same facts as h'n(ample‘ depreciation frpm C1 and D will be allocated $_2_00
. . , except that the partnership agreement providesf tax depreciation from C1. Because the ceiling
amount Pf any remedial qllocatlon Ofthat gains and losses from the sale of depreciableile would cause a disparity of $100 between D's
ordinary income to the contributing part-property will be allocated equally between thebook and tax allocations of depreciation, D will
ner with respect to the contributed proppar:ners.h_ Ont tthle s_ale]c g ztgg qulIJipmter&t,s;(Stg;_ls? rece_it\;]e a $10? trer(r;idial gllcc):cati_ﬁn of (_jepre—
it ) partnership’s total gain of $1, is allocate jiation with respect to C1, an will receive a
e:c’t)(;. A nqngontrlbutlng _par'gners . ?]hareto A and $600 to B. Under paragraph (e)(2)(i) of$100 remedial allocation of income with respect to
of depreciation or amort'zat'on wit re_'this section, As share of the section 1245 gain iSC1. As a result, after the first year of partnership
spect to the contributed property iSimited to $600 (the amount of total gain allocatedoperations, D’s share of depreciation with respect
increased by the amount of any remediab A) even though As share of the total depreciato C1 is $300 (the depreciation allocated to D
allocation of depreciation or amortiza- g2t o L8 M D e alocated to Bihe amout of the remecial alocation (5100). '
tion to the noncontflbutlng partner with Accordingly, all $600 of total gain allocated to A share of depreciation with respect to C1 is $100
respect to the contributed property. is treated as ordinary income and $400 of thdthe total depreciation taken by C prior to contri-
(D) The principles of this paragraph$600 of total gain allocated to B is treated asbution ($200) decreased by the amount of the
(e)(2)(iii) app|y in determining the effect ordinary income. o remed|q|_a|locat|on of income ($100)). As under
of remedial or curative allocations on Example 3. Determination of partners’ shares ofthe traditional method, C and D each have a $200
] L adepreciation with respect to contributed property.share of depreciation with respect to D1.
partner’s Shf?re of depreciation or arporti) Facts.C and D form partnership CD as equal (v) Effective date. This paragraph
tization with respect to property for partners. C contributes depreciable personal propy ; ; ; ;
which dif“ferencesp betweenp bgokyvaluegfty C1 with an adjusted tgx basis Cg‘ $800 af?d %e)(Z) Is effective for properties acquired
y the partnership on or after the date

; ; ir market value of $2,800. D contributes $2,800 ! . .
and adjusted tax basis are created wheffl "¢ V¢ contributing C1. C claimed $200 ofthe regulations are published as final

a partnership revalues partnership_ PrORyepreciation from C1. At the time of contribution, regulations in the Federal Register
erty pursuant to § 1.704-1(b)(2)(iv)(f). c1 has four years remaining on its 5-year recovery

(iv) Examples. The application of this period and is depreciable under the straight-line v
: ethod. At the time CD is formed, it purchases
paragraph (e)(2) may be illustrated byginepreciable personal property D1 for $2,800, Margaret Milner Richardson,

the following examples: which is depreciable over seven years under the o
Example 1. Recapture allocationg) Facts.A straight-line Pethod, (To simplify the example, all Commissioner of Internal Revenue.

and B each contribute $5,000 cash to form AB, ajepreciation is determined without regard to anyFiled by the Office of the Federal Register on

general partnership. The partnership agreemefitst-year depreciation conventions). December 11, 1996, 8:45 a.m., and published in

provides that depreciation deductions will be allo- (i) Traditional method.C and D will each be the issue of the Federal Register for December 12

cated 90 percent to A and 10 percent to B, and, ogllocated $350 of the total of $700 of book 1996, 61 F.R. 65371)

the sale of depreciable property, A will first be depreciation from C1 in year 1. Under the tradi-

allocated gain to the extent necessary to equalizgonal method of making section 704(c) alloca-

As and B's capital accounts. Any remaining gaintions, C will not be allocated any tax depreciationjnadvertent Invalid S Elections and

will be allocated 50 percent to A and 50 percent tofrom C1 and D will be allocated the entire $200 " S Electi

B. In its first year of operations, AB purchasesof tax depreciation from C1. C and D will each be ate ections

depreciable equipment for $5,000. AB depreciategllocated $200 of book and tax depreciation from

the equipment over its 5-year recovery period anth1. As a result, after the first year of partnershipAnnouncement 97-4

elects to use the straight-line method. In its firstoperations, C's share of depreciation with respect . .

year of operations, AB's operating income equalso C1 is $200 (the depreciation taken by C prior to 1 hiS announcement informs taxpayers

its expenses (other than depreciation). contribution) and D's share of depreciation withOf a recently enacted Internal Revenue
(i) Year 1.In its first year of operations, AB respect to C1 is $200 (the amount of tax depreciaCode provision that allows the Internal

has $1,000 of depreciation from the partnershipiﬁn allofcsted to D). C_arznd D each have a $20Reyvenue Service (IRS) to treat a late

equipment. (To simplify this example, the partner-share of depreciation with respect to D1. . .

sﬂip’g deprgeciationp fgeductions F:ire det?ermined (iiiy Effect of curative allocationslf the part- subchapte.r S election as tlme_ly made

without regard to any first-year depreciation con-nership elects to make curative allocations unde®Nd t0 waive the defects in an inadvert-

ventions.) In accordance with the partnershig§ 1.704-3(c) using depreciation from D1, theent invalid S election.

agreement, AB allocates 90 percenté&BQOO) of theesults in year 1 will be the se:sme as undesr; the Section 1305 of the Small Business

depreciation to A and 10 percent ($100) of thetraditional method, except that $150 of the $200 -

depreciation to B. At the end of the year, AB sellsof tax depreciation from D1 that would have been‘]Ob Protection Act, Pub. L. No. 104—

the equipment for $5,200, recognizing $1,200 ofallocated to C under the traditional method will be188, 110 Stat. 1755, enacted August 20,

gain ($5,200 amount realized less $4,000 adjusteallocated to D as additional depreciation with1996, amends 88 1362(b) and (f) of the
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Internal Revenue Code, effective for New § 1362(f) of the Code appliessingle response that must be completed
taxable years beginning after Decembethe inadvertent termination relief rulesby February 15, 1997.

31, 1982. in situations where an election by a Books or records re|ating to a collec-
| LATE SUBCHAPTER S corporation to be treated as a smallion of information must be retained as
ELECTIONS business corporation was invalid due tQOng as their contents may become ma-

_ _ a failure to meet the requirements of anerial in the administration of any inter-
A small business corporation musts corporation found in § 1361(b) or tonal revenue law. Generally tax returns

elect to be an S corporation no lateptain all of the shareholder consentsand tax return information are confiden-

than the 15th day of the_ third month.of Generally, in order to obtain relief for tial, as required by 26 U.S.C. 6103.
the taxable year for which the election,y ertent invalid elections, the corpo- inci i
is effective. Under prior law, the IRS ) PO-  The principal author of this announce-

did not have the authority to validate glation must request a private letter rul-mem is Mark D. Harris of the Office of
late election. ing from the IRS. Sections 1.1362-4(C)assistant Chief Counsel (Passthroughs
New § 1362(b)(5) of the Code allowsthrough (f) of the Income Tax Regula-and Special Industries). For further in-
the Secretary to treat an election to b&0ns provide rules for corporations re-formation regarding this announcement
an S corporation as timely filed if eitherduesting inadvertent termination reliefcontact Mr. Harris at (202) 622-3050

the election is made after the datdinder § 1362(f). These rules will also(not a toll-free call).

prescribed or no such election wa@Pply to corporations requesting inad-

made, provided the Secretary determinegertent invalid election relief.

there was reasonable cause for the fail- In situations where taxpayers fail toNew Form 8832 Entity

ure to timely file the S election. obtain all of the necessary shareholdet|assification Election. Now
Generally, in order to obtain relief consents on Form 2553, section 1.1362available ’

under § 1362(b)(5) of the Code, a taxg(h)(3)(iii) provides rules for obtaining

payer must receive a private letter rulingg 1362(f) relief from the district direc- Announcement 97-5

from the IRS. The procedural requireq, o director of the service center with

ments for requesting a ruling are des,; . - e Final regulations under section 7701
scribed in Revenue Procedure 97—1&2'?2tl}?§ corporation files its NCOME ¢ the Internal Revenue Code became
1997-1 L.LR.B. ' effective on January 1, 1997. The new

However, a special transition rule for;; pAPERWORK REDUCTION ACT 'egulations allow certain business enti-
seeking relief under 8 1362(b)(5) is pro- ties to choose their classification for

vided for untimely S corporation elec- The collection of information con- Federal tax purposes under an elective
tions made for a taxable year beginningained in this announcement has beefegime. Under the regulations, any busi-
in 1996. Under this rule, taxpayers whoreviewed and approved by the Office off€SS entity that is not r_equired to be
did not file an S corporation election in Management and Budget in accordanci€ated as a corporation is an “eligible
a timely fashion for the 1996 taxablewijth the Paperwork Reduction Act (44&ntity” that may choose its classifica-
year may seek relief under § 1362(b)(5)y.5.C. 3507) under control numberfion: In order to provide most eligible
of the Code by submitting on or beforeqg45_1524. entities with the classification they
February 15, 1997, an S corporation AN agenc ‘ duct would choose without requiring them to
election to the applicable service center gency may not conduct or SpOnyjje an election, the regulations provide
as well as a letter explaining the reasonS©": @nd a person is not required (Qyefayit classification rules. For example,
able cause for the untimely S corporal®SPond to, a collection of informationynder the default rules, a domestic eli-
tion election. unless the collection of information dis-giple entity will be treated as a partner-
Any taxpayer who is not eligible for Plays a valid control number. ship if it has two or more members, and
the relief under the special transition The collection of information in this disregarded as an entity separate from
rule described above may request relieshnnouncement is in part |. LATE its owner if it has a single owner.
by applying for a private letter ruling. SUBCHAPTER S ELECTIONS. This Form 8832 was developed for eligible
Il. INADVERTENT INVALID S information. is requireq to be supmittedentities that chooseot to be classjfied
CORPORATION ELECTIONS to the a_pphcable service center in O(deunder the default rules or that wish to
to obtain late S corporation electionchange their previous classification. The
Under prior law, if the IRS deter- relief. This information will be used to IRS will use the information entered on
mined that a corporation’s subchapter Qetermine if the reasonable cause rd=orm 8832 to establish the entity’s filing
election was inadvertently terminatedquirement in § 1362(b)(5) has been metnd reporting requirements for Federal
the IRS could waive the effect of theThe collection of information is required tax purposes.

terminating event for any period if theyy optain a benefit. The likely respon- Form 8832 is available electronically
corporation timely corrected the evenlyonts are pusiness or other for-profithrough the IRS Home Page on the
and if the shareholders agreed to b i tions. World Wide Web (http://www.irs.

treated as if the election had been in . . ustreas.gov) or by modem directly to
effect for that period. Such waivers The estimated total annual reporting o T 8020 (not a toll-free number).

generally are obtained through the issu* _ You may also order Form 8832 by
ance of a private letter ruling. Prior law The estimated annual burden per régz5jing 1-800-TAX—FORM (1-800—
did not grant the IRS the ability to spondent is 1 hour..The estimated ”Um829—3676).

waive the effect of an inadvertent in-ber of respondents is 800.

valid subchapter S election. This announcement provides for a
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Definition of Terms

Revenue rulings and revenue procedureis modified because it corrects a pubmore than restate the substance of a
(hereinafter referred to as “rulings”) lished position. (Compare witamplified prior ruling, a combination of terms is
that have an effect on previous rulingsand clarified, above). used. For examplenodified and super-
use the following defined terms to de- Obsoleteddescribes a previously pub-seded describes a situation where the
scribe the effect: lished ruling that is not considered desubstance of a previously published rul-
Amplified describes a situation whereterminative with respect to future transing s being changed in part and is
no change is being made in a priomctions. This term is most commonlycontinued without change in part and it
_publlshed position, but the prior posltlpnused_ in a rylmg that lists previouslyis desired to restate the valid portion of
is being exten_ded_to apply to a varlatl_orpubllshed rulings that are obsoleteq beme previously published ruling in a new
of the fact situation set forth therein.cause of changes in law or regulaﬂonsru"ng that is self contained. In this case
Thus, if an earlier ruling held that aA ruling may also be obsoleted becaUS@ne iousl ; T T g
e . , ; previously published ruling is first
principle applied to A, and the newthe substance has been included in reg\: odified and then. as modified is su-
ruling holds that the same principle alsdations subsequently adopted. ' '
applies to B, the earlier ruling is ampli- Revoked describes situations Whereperseded. ] S .
fied. (Compare withmodified below). the position in the previously published Supplementeds used in situations in
Clarified is used in those instancesruling is not correct and the correctwhich a list, such as a list of the names
where the language in a prior ruling isposition is being stated in the newof countries, is published in a ruling and
being made clear because the languagaling. that list is expanded by adding further
has caused, or may cause, some confu- Supersededdescribes a situation hames in subsequent rulings. After the
sion. It is not used where a position in avhere the new ruling does nothing moredriginal ruling has been supplemented
prior ruling is being changed. than restate the substance and situatigi¢veral times, a new ruling may be
Distinguished describes a situation of a previously published ruling (or Published that includes the list in the
where a ruling mentions a previouslyrulings). Thus, the term is used tooriginal ruling and the additions, and
published ruling and points out an estepublish under the 1986 Code andupersedes all prior rulings in the series.
sential difference between them. regulations the same position published Suspendeds used in rare situations to
Modified is used where the substancainder the 1939 Code and regulationsshow that the previous published rulings
of a previously published position isThe term is also used when it is desiredvill not be applied pending some future
being changed. Thus, if a prior rulingto republish in a single ruling a series ofaction such as the issuance of new or
held that a principle applied to A but notsituations, names, etc., that were previamended regulations, the outcome of
to B, and the new ruling holds that itously published over a period of time incases in litigation, or the outcome of a
applies to both A and B, the prior ruling separate rulings. If the new ruling doesService study.

Abbreviations ER—Employer. PR—Partner.

. o ) ERISA—Employee Retirement Income Security Act. PRS—Partnership.
The following abbreviations in current use and

formerly used will appear in material published in EX—.Exe(.:utor. PTE—Prohibited Transaction Exemption.
the Bulletin. F—Fiduciary. Pub. L—Public Law.
—Indivi FC—Foreign Country.
A—Individual. 9 4 o REIT—Real Estate Investment Trust.
FICA—Federal Insurance Contribution Act.

Acg—Acquiescence.
B—Individual. FISG—Foreign International Sales Company.

BE—Beneficiary. FPH—Foreign Personal Holding Company. Rev. Rul—Revenue Ruling.
BK—Bank. F.R—Federal Register. S—Subsidiary.
B.T.A—Board of Tax Appeals. FUTA—Federal Unemployment Tax Act.
C —Individual. FX—Foreign Corporation.
G.C.M—Chief Counsel's Memorandum.

Rev. Proc—Revenue Procedure.

S.P.R—Statements of Procedural Rules.

Stat—Statutes at Large.

C.B—Cumulative Bulletin. T—Target Corporation.

| i GE—Grantee.
CFR—Code of Federal Regulations. T.C—Tax Court.
Cl—City. GP—General Partner. -
COOR—_Cooperative. GR—Grantor. T.D—Treasury Decision.
Ct.D—Court Decision. IC—Insurance Company. TFE—Transferee.
CY—County. |.R.B—Internal Revenue Bulletin. TFR—Transferor.
D—Decedent. LE—Lessee. T.I.LR—Technical Information Release.
DC—Dummy Corporation. LP—Limited Partner. TP—Taxpayer.
DE—Donee. LR—Lessor. TR_Trust.
Del. Order—Delegation Order. M—Minor.

TT—Trustee.

DISG—Domestic International Sales Corporation.Nonacg—Nonacquiescence.

U.S.C—United States Code.

DR—Donor. O—Organization.
E—Estate. P—Parent Corporation. X—Corporation.
EE—Employee. PHC—Personal Holding Company. Y—Corporation.

E.O—Executive Order.

PO—Possession of the U.S.
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97-3, 1997-1 |.R.B84

96-34
Superseded by
97-3, 1997-1 |.R.B84

96-39
Superseded by
97-3, 1997-1 I.R.B84

1A cumulative finding list for previously published

items mentioned in Internal Revenue Bulletins
1996-27 through 1996-53 will be found in Inter-
nal Revenue Bulletin 1997-1, dated January 6,
1997.
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